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Abstrakt 
Cílem této diplomové práce je vypracovat ocenění vybraného podniku pro účely 
jeho vedení. Práce je rozdělena do dvou tematických okruhů. První literární část 
obsahuje teoretický základ pro oceňování podniků. Obsahuje metodické postupy 
strategické, finanční analýzy a analýzu generátorů hodnoty. Praktická část aplikuje 
teoretické metody při ocenění konkrétního podniku. Výsledná hodnota podniku je 
stanovena pomocí vybraných výnosových metod DCF entity a EVA. 
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Abstract 
The objective of this diploma thesis is valuation of the chosen company for 
managerial purposes of the company. This thesis consists of two parts. The first part 
contains of the theoretical basis for valuation companies. It contains methodical 
procedures of strategic analysis, financial analysis and analysis of value drivers. The 
practical part is focused on application of theoretical methods for valuation of a 
concrete company. The final value of the company is devised by using selected yield 
methods DCF entity and EVA. 
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Introduction 
Company valuation isn´t as easy as it could be seen. In order to give final 
valuation the best explanatory power it is necessary to meet basic preconditions for 
“right” valuation.  Elementary precondition is determination of the subject of valuation. 
In other words choice of the company and definition of reasons why to evaluate it. The 
range of the reasons may be wider. Second assumption is to gain as much as possible 
relevant data and information about particular company and in general the willingness 
of the company to cooperate in obtaining such data and information. These two 
preconditions or assumptions are very important due to appropriate method/s for 
valuation has to be chosen. Not every method is suitable for each company and each 
purpose of valuation. Each valuation should consist of both financial and strategic 
analysis of the company. After consideration of a depth of the strategic and financial 
analysis it could be concluded that the company valuation could be considered as the 
most complex problem of the company management.  
The business valuation is probably the most widespread in the USA, where is 
capital market more developed and moreover, there is probably more relevant data 
available. Even in the Czech Republic is business valuation in boom despite the fact that 
there are not such as good conditions as in the USA and other developed countries.  
Recently, there is also such a trend that valuation is done not only by independent 
specialists but also by companies’ management. The valuation doesn´t necessarily have 
to mean only to determine the price for sell, as most people think, but also to evaluate 
the success of the company and its management. Based on such valuation it is possible 
to find out whether the particular company is moving in the right direction or if the 
company has shortcomings in finance and/or strategy. 
This thesis consists of two parts. The first part contains the theoretical basis for 
companies´ valuation. It contains methodical procedures of strategic analysis, financial 
analysis and analysis of value drivers. The practical part is focused on application of 
12 
 
theoretical methods for valuation of a concrete company. The final value of the 
company is devised by using selected yield methods DCF entity and EVA.  
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1 Purpose and objectives 
The objective of this diploma thesis is valuation of a particular company with 
expediently chosen yield methods. Partial goals include: assessing the market position 
of the company; evaluate its financial health and prognosis of selected value drivers.  
The subject of valuation is a trading company. Valuation is realized for internal 
use of company´s management and will serve as a basis for future decision-making 
processes. Due to this fact, the market value of the company will be determined on the 
basis of yield methods in variants of DCF entity and EVA. The resulting market value 
will be valid as at 31st December 2011. 
Diploma thesis consists of few main parts: Theoretical approaches (chapter No. 
2); Problem analysis (chapter No. 3); Proposals and Conclusion (chapters No. 4 and 5). 
Chapter No. 2 will conduct theoretical background of the issue based on the literature 
sources listed in chapter called Literature. In chapter No. 3 the individual methods will 
be applied to the chosen business entity. 
Chapter called Theoretical approaches is divided into few subchapters which 
explain the methods associated with the extensive process of valuation in detail. In the 
first subsection titled Foundations of Value (chapter 2.1) is characterized the term 
company value and its categories, in this chapter is also an overview of basic rules for 
the valuation of the company in the Czech Republic and brief characteristics of each 
method of valuation. 
In chapter called Valuation Process (chapter No. 2.2) is possible to find 
description of analytical methods individually, which will examine the collected data 
about the business entity in order to obtain the valuable information needed for the final 
valuation of the company. 
The first analytical tool is Strategic Analysis (chapter No. 2.2.1) which consists 
of analysis of external and internal environment of the company. External environment 
is analysed using PEST analysis (political, economic, social and technological factors) 
with macroeconomic ratios available. Internal environment will include the 
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determination of relevant market and its prognosis. Based on the evaluation of selected 
factors, the attractiveness of this market will be determined. Afterwards, the market 
share of the company will be determined by examination of sales. Other factors which 
could influence internal/micro environment of the company will be analysed using 
Porter´s five forces followed by evaluation of competitiveness of the company 
(similarly to market attractiveness determination). The output of an external 
environment analysis should be setting the attractiveness of the company using GE 
matrix and define the opportunities and threats, based on previous analysis. Output of an 
internal environment analysis should be value chain analysis, which deals with areas 
such as business infrastructure, human resources, research and development, 
procurement, logistics also marketing and sale. Analysis of the value chain will help to 
identify strengths and weaknesses of the company.  
In chapter Financial Analysis (chapter No. 2.2.2.) will be conducted vertical and 
horizontal analysis selected items of accounting statements, followed by ratio analysis 
and aggregate index of financial credibility IN.  The findings of this analysis should 
confirm the established strengths and weaknesses of the company.  
An integral part of each company valuation is the splitting of assets on 
operationally necessary and operationally unnecessary (chapter No. 2.2.3). This 
classification of assets is particularly necessary for effective correction of profit, which 
will be used in the valuation methods. 
Next chapter, entitled Value Drivers (chapter No. 2.2.4) is aimed on identifying 
the main variables that create the value in the company. These include variables such as 
sales, profit margin, working capital, and investments in long term fixed assets. Based 
on the value drivers, the preliminary valuation is then carried out, which aims to outline 
the potential value of the company. 
Last subchapter of Theoretical approaches (chapter No. 2.3) describes chosen 
valuation methods. Based on company´s management request for valuation has been 
chosen yield methods DCF in variant entity and EVA method. Detailed description of 
these is possible to find in chapters No. 2.3.1. and No. 2.3.2.  An important part of the 
valuation process based on the yield approach is also the determination of discount rate. 
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In case of business valuation the discount rate level corresponds with weighted average 
cost of capital, which will be determined by using build-up model and INFA method. 
Last subchapter briefly describes the comparison of selected yield methods. 
The Problem analysis (chapter No. 3) includes the application of discussed 
methods on a particular company. Based on chosen approaches the particular results and 
the concrete determination of the value of the company have been achieved. Individual 
partial aspects of this process are summarised and discussed in chapter Proposals 
(chapter No. 4). Final chapter called Conclusion (chapter No. 5) focuses on brief 
summary of each essential facts identified during this work. 
The following chapters outside the main structure of the work include a list of 
used literature, a list of tables and graphs, and a list of appendices. Appendices include 
the accounting statements of the chosen company. 
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2 Theoretical approaches 
The objective of this diploma thesis is to value a particular company with 
expediently chosen yield methods. Therefore first step for successful determination of 
value of the company is to define the term company as such.  
Valid definition of “company” is under § 5 of Act No. 513/1991 Coll., Code of 
Business Law, as follows: "... a set of tangible, intangible and personal components of 
entrepreneurship. To the company belong objects, rights and other assets owned by an 
entrepreneur and serves to operate the company or by their nature should serve this 
purpose. The company is a bulk thing ..." (Portál veřejné správy, 2013) 
According to International Valuation Standards Council (2013) the Business 
(Business Enterprise) is: “A commercial, industrial, service, or investment entity (or a 
combination thereof) pursues an economic activity”.  
We shouldn´t also forget that the set of assets constituting the term "company" can 
be determined as such only if fulfils its essential function, thus making a profit. (Mařík, 
2011) 
Reasons for valuation of the company are numerous. The most important 
incentives are particularly purchase or sale of the company. Valuation may also be 
helpful when entering new partners or other changes in ownership structure of the 
company. 
Before the valuation is done, it is essential to distinguish whether it relates to 
ownership changes or not. Valuation related to ownership changes could be performed 
when purchase and sale of a company, non-monetary deposit into the company, merger 
or division of the company. In contrast, valuation which is not related to ownership 
changes could be performed when changing the legal form of the company, the decision 
making on rescue and disposal possibilities or in connection with the loan application. 
Reasons for the valuation should be given before the valuation as such in order to 
indicate which category of value is used and what the valid date of the given value is. In 
context with the company valuation, the business concept of "value" does not reflect the 
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reality, but an estimation of likely price that should be paid for goods or services at that 
particular time. (Mařík, 2011; Palepu, 2007) 
2.1 Foundations of Value 
With regard to the reasons for valuation it is possible to distinguish four basic 
categories of value, thus market value, investment (subjective) value, objectified value 
and the value according to the Cologne school. 
Market value 
Market value should answer the question: How much is an average interested 
person in the market willing to pay? It expresses the average market expectations and 
may therefore change rapidly. Market value can be used for example when placing on a 
stock exchange, or in case of sale of corporation with no concrete prospective buyer. 
(Mařík, 2011) 
International Valuation Standards Council (2013) defines Market value as “the 
estimated amount for which a property should exchange on the date of valuation 
between a willing buyer and a willing seller in an arm's-length transaction after proper 
marketing wherein the parties had each acted knowledgeably, prudently, and without 
compulsion”. 
Investment (subjective) value 
Investment (subjective) value is value determined by subjective way of valuation 
and measures the value for a concrete buyer. Therefore, important is the individual 
opinion of parties of the transaction. The resulting value is then composed of the 
expected utility for the seller and a concrete buyer. (Mařík, 2011) 
International Valuation Standards Council (2010) the definition of Investment 
value is as follows: “The value of an asset to the owner or a prospective owner for 
individual investment or operational objectives. This is an entity specific basis of value. 
Although the value of an asset to the owner may be the same as the amount that could 
be realised from its sale to another party, this basis of value reflects the benefits 
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received by an entity from holding the asset and, therefore, does not necessarily involve 
a hypothetical exchange. Investment value reflects the circumstances and financial 
objectives of the entity for which the valuation is being produced. It is often used for 
measuring investment performance. Differences between the investment value of an 
asset and its market value provide the motivation for buyers or sellers to enter the 
market place.” 
Objectified value 
Objectified value can´t be considered completely as an objective value. It should 
provide an answer to the question: What value can be considered as relatively 
undisputed? Trying to determine objectified value is based on the undisputed facts and 
the principle of the present. It is used for example when finding the creditworthiness of 
a particular company. (Mařík, 2011) 
Cologne school 
Cologne school, or so called functional conception of valuation, are in Europe 
limitation in market price seen as a problematic as well as its determination from the 
markets of companies, due to insufficient liquidity and low volumes of transactions in 
this particular market. That’s why school of Cologne does not recognize market value 
as a proper measurement. Cologne school rather prefers subjective valuation with 
several functions: 
• Advisory function; 
• Arbitrary function; 
• Arguing function; 
• Communication function; 
• Tax function. 
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While the most important is probably the advisory function, since it is intended 
to provide information to the seller about a minimum and maximum price of the 
company. (Mařík, 2011). 
2.2 Valuation Process 
In determining the value of the business entity the process must be adapted to the 
specific purpose of the valuation, and from it the resulting value category, the method 
chosen, the quality and quantity of information available. However, according to Mařík 
(2011) and Palepu (2007) can be recommended procedure consisting of data collection, 
analysis, forecasting and subsequent valuation based on the chosen methods. 
2.2.1 Strategic Analysis 
Strategic analysis includes various analytical techniques used to identify the 
relationship between the company, its external and internal environment. The aim of 
this comprehensive analysis is the estimation of future trends and phenomena that may 
arise in the future and influence the company whether positively or negatively. (Palepu, 
2007) 
This analysis is considered in the valuation process as very important. It fulfils the 
essential function, which is the definition of business income potential. The potential 
can be divided into internal and external. Strategic analysis is significant precondition 
for the trustworthiness of the resulting value. It should give the answer to three basic 
questions (Mařík, 2011): 
• What are the prospects for the company in the long run? 
• What market trends, competition and corporate sales can be expected in 
relation to the first question? 
• What is the risk associated with the company? 
In the case of this particular valuation will strategic analysis in this work consist 
of analysis of the external and internal environment, financial analysis and sales 
forecasting. 
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External environment 
External or wider environment could have a major impact on companies’ 
performance. The analysis of this environment and its development, resp. the conditions 
in which the firm worked in the past, it is working now and future prognosis based on 
these facts could be very helpful for a valuator. 
The external environment may be divided into macro and micro/branch 
environment. Branch environment or industry basically consists of a group of 
companies that produce the same or similar products and try to get the same customer. 
In order to examine macro environment the PEST analysis is used. It identifies 
environmental forces under four headings, these being Political, Economic, Sociological 
and Technological. (Hill, 2000; Williamson, 2012)  
Table 1 : PEST analysis 
Political Economic Sociological Technological 
Political and  GDP Attitude to ecology State of technology 
economic stability Inflation and eating Speed of 
technological 
changes 
Legislation Interest rates Belief into private 
property ownership 
Size of R&D costs 
Membership of 
trading blocks and 
alliances 
Taxation Demographic and 
cultural factors 
 
 Phases of economic 
cycle 
 
  
Source: Based on Williamson (2012) 
 
One of the possible approaches to understand competition within the industry is 
Porter's five forces model. The aggregate effect of these forces determines the intensity 
of industry competition, and thus the potential for the value creation.  
 Picture 1: Porter´s Five Forces That Shape Industry Competition
Source: Porter, 2008b
 
New entrants usually 
capacity created by these 
pressure, which can result in depression of prices or cost increases. Even among 
existing competitors there is price rivalry, rivalry with 
advertising. Customer demand for products or services offered may vary or ev
disappear if there are available substitutes in 
reduces price for which there can be products or services offered. Competition in the 
sector is a prerequisite for the proper functioning of the market.
 
 
 
 
21 
 
  
go into the market in order to gain market share. New 
companies may contribute to the growth
accompanying services or 
the market. Availability of substitutes 
 (Porter, 
 
 of competitive 
en 
2008b) 
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Relevant market 
An integral part of the strategic analysis for the purpose of valuation is definition 
of the relevant market for the particular company. The correct definition of this relevant 
market should be helpful for obtaining relevant data for valuation. Based on data from 
this we can assess attractiveness of that market and predict its further development. The 
relevant market is defined in terms of product, territories, customers and competitors. 
(Mařík, 2011) 
Sales forecasting 
This forecast should be derived with respect to the relevant market, competitive 
forces and internal potential of company forecasts. The estimation of the anticipated 
sales growth of the selected company is then possible to achieve by multiplying market 
share growth by competitive force of the company. It is essential to prepare an analysis 
of the current sales growth, use it to determine the average annual growth rate for the 
previous period and then create from it a time extrapolation. Growth rate obtained like 
this is then compared with the anticipated growth rate. (Mařík, 2011) 
Internal environment 
The internal environment includes a set of elements and their relationships 
existing within the company. This environment is unique for each company and it can 
be classified e.g. as follows: 
According to recent approaches can be the internal environment factors classified 
on the value chain principle, which distinguishes companies by the processes. For 
example, according to Porter's (2008a) value chain there are primary activities (inbound 
logistics, operations, outbound logistics, marketing and sales, and services) and 
secondary activities (firm infrastructure, human resources management, technology 
development and procurement). 
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It is also possible to identify the companies´ strengths and weaknesses. This can 
be based on a comparison with competing products of the company. Strengths reflect 
what the company does better than others, resp. where the company achieved better 
results without special efforts. The strength can also be an attribute of the company or 
its products and services which is for the customer perceives as important, and 
competition isn´t able to replicate it in a short time. Weaknesses can be defined only on 
the basis of a comparison with the competition, which could be sometimes difficult. 
2.2.2 Financial Analysis 
Financial analysis is a systematic analysis of the data contained primarily in the 
financial statements. Financial analysis includes an assessment of company´s past, 
present and forecast of possible future financial situation. The main reason for the 
financial analysis is the preparation of data for right decisions making processes in the 
company. When processing the financial analysis is primarily to identify weaknesses in 
the financial health of the company, which in the future may lead to problems and 
strengths related to potential future appreciation of assets of the company. 
Vertical and horizontal analysis 
In case of financial analysis is the starting point the horizontal and vertical 
analysis of financial statements. Both of these allow observing absolute data from the 
financial statements in different contexts. Horizontal analysis looks at the evolution of 
the quantities over time, while the vertical analysis follows the structure of the financial 
statement relative to any particular variable. The appropriate way to quantify annual 
changes in individual items of financial statements is to use the index method. In this 
case, it is possible to find out the annual percentage changes of individual balance sheet 
items. (Kislingerová-Hnilica, 2005) 
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Ratio analysis 
Proportion (ratio) is the relationship of one number to another. Advantage of 
ratios is that it reduces the raw data differs according to the size of companies to 
comparable ones. Ratio analysis is the most used tool for financial analysis. Financial 
proportion can be obtained by dividing any item from financial statements by another. 
(Blaha-Jindřichovská, 2006) “By definition, a ratio can relate any magnitude to any 
other – the choices are limited only by the imagination” (Helfert, 2001, pp. 96) 
The most frequently used ratios in practice are profitability ratios, liquidity ratios, 
gearing ratios and activity/efficiency ratios. 
Profitability ratios 
Profitability ratios are the most pursued. This is because it informs about the 
effect that have been achieved by invested capital. Generally profitability can be 
expressed as the proportion of profit to invested capital. (Růčková, 2010; Helfert, 2001) 
In other words it provides an insight to the degree of financial success in terms of 
generating profit. 
Liquidity ratios 
Liquidity ratios give an answer to the question of whether the firm is able to pay 
its short-term liability on time. Therefore measures the most liquid assets with liabilities 
with shortest maturity, i.e. current assets and current liabilities. The assets are ranked 
according to their degree of liquidity. (Blaha-Jindřichovská, 2006; Helfert, 2001) In 
other words it examines the liquid resources held and amounts due for payments in the 
near future. 
Gearing ratios 
Gearing ratios monitor the relationship between debt and equity. If the gearing is 
high, it does not necessarily have negative consequences for the company. On the other 
hand, in a well-functioning company may high financial leverage (which is the ratio of 
total assets to equity) positively contribute to the profitability of equity. Using only 
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company´s own resources may lead to a reduction in the overall rate of return on equity. 
(Kislingerová-Hnilica, 2005; Růčková, 2010; Helfert, 2001) In other words it is the 
extent of borrowing used by a company and it assess the degree of financial risk 
associated with a business. 
Activity / Efficiency ratios 
These ratios are helpful because the analyst can determine whether the size of 
each asset in the balance sheet in relation to the current or future economic activities of 
the company is appropriate. It focuses on how the company successfully uses its assets. 
(Helfert, 2001) 
Activity usually expresses the number of turnovers (turnover rate) of individual 
types of assets or turnover time (Růčková, 2010):  
• Turnover rate: It represents the number of rotations (turnovers) of the 
assets during the period in which it was achieved the revenues used in the 
ratio. 
• Turnover time represents the number of days that it takes one turnover.  
In other words it measures the efficiency with which particular resources have 
been used within business.  
Financial distress prediction 
For a comprehensive determination of the financial health of the company can be 
also used any of the financial distress prediction models. In this paper the financial 
health of the company will be assessed using the Index of credibility IN, which 
describes the company's financial health by synthesis of several ratios in a single 
number. Index of credibility has been created for the conditions of the Czech Republic 
by financial analysts I. and I. Neumaier. To build the index they used data from the 
Czech accounting statements and special information about the economic situation in 
the Czech Republic. 
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IN99 takes into account the owner point of view and expresses the 
creditworthiness in terms of the company's financial performance. Adjusts the weights 
used in the first index IN95 valid for the Czech economy with regard to their 
importance for achieving positive economic value. (Neumaierová – Neumaier, 2002) 
IN 05 was created as the latest in a series of indexes and updates IN 01, according 
to tests on the data of enterprises in 2004. The advantage of the index IN 05 is that it 
combines the point of view of creditor and owner. It is therefore a good criterion for the 
"ex-post" comparison and evaluation of the operation of the company and also for the 
"ex-ante" early warning indication. (Neumaierová – Neumaier, 2005) 
2.2.3 Splitting of Assets 
The basic prerequisite for this asset allocation is that the company has only one 
main business activity for which it was established. To execute this activity, an 
enterprise needs assets at a certain size and structure. These assets should include 
reasonable capacity reserve. Assets included in this category are indicated as 
operationally necessary. Other assets can then be classified as operationally 
unnecessary, i.e. not directly related to the main business activity of the company. 
According Mařík, (2011) there are several reasons for this splitting of assets: 
• Certain portion of assets may not necessarily be used, so it does not 
generate any income. Thus, we can identify such unused land and 
other property, or a portion of excess short-term financial assets. 
• Assets unrelated to the operation, but bringing revenues should 
also be set aside. Such revenues may entail risks that are different 
from those arising from core business activities. 
• Splitting of assets is required due to the fact that their valuation is 
made differently and by different methods. 
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Among operationally unnecessary assets belongs (Mařík, 2011): 
• Long-term financial assets: These assets can include assets between 
operationally necessary only in the case that they are in connection with 
core business activities of the company and companies in which these 
assets are invested. 
• Short-term financial assets: These resources should every business to 
maintain only to the necessary amount to ensure the operation and 
eventual coverage of short-term debt. Cash should not generally exceed 
20% of this debt. In determining this limit, it is necessary to count with the 
specifics of a particular company. 
• Other operationally unnecessary assets: All of the realty and accounts 
receivable not related to the main activity of the company, assets 
operationally underused in excessive amount (e.g., excess inventory, etc.) 
In connection with this categorization it is appropriate to quantify the capital that 
has been invested in recent years to operationally necessary assets, thus the so-called 
operationally necessary invested capital. (Mařík, 2011) 
If, in connection with the operationally unnecessary assets in the profit and loss 
account there are any revenues, then it is need to exclude it from income. Thus the 
corrected EBIT is obtained. From the corrected EBIT must be eliminated e.g. 
depreciation and amortization, which are not used for core business activities or book 
value from the sale of these assets and supplies. On the contrary, it is appropriate to add 
financial costs associated with the normal operation or operationally necessary assets 
and revenues from those securities that have been left as operationally necessary. After 
these adjustments there will be profit which is generated only by operationally 
necessary capital. (Mařík, 2011) 
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2.2.4 Value Drivers 
The term value drivers refer to a set of few basic corporate-economic variables, 
which in total determine the value of the company. For most commonly used value 
drivers are (Mařík, 2011; Copeland, 2005): 
• Sales (and its growth): These values result from the strategic analysis. 
Before using these values is, however, necessary to compare them with 
capacity options of the company. 
• Operating profit margin: This is the margin of corrected EBIT before 
tax (or NOPBT thus net operating profit before tax) of the company. The 
prognosis of this value driver is appropriate to do after the investments in 
fixed assets determination, from which is possible easily derive the future 
depreciation. Operating profit margin can be predicted either at the top, i.e. 
on the basis of its development in the past and its extrapolation, or at the 
bottom, when first the main cost and revenue items is set, from which the 
profits are derived and in combination with the forecast of sales it is then 
possible to derive the margin. According to Mařík (2011), this relationship 
can be expressed as follows: 
				 =   
Where:  NOPBT Net operating profit before tax. 
• Investment in working capital: In general, the term working capital 
expresses current assets minus the current liabilities. However, when 
talking about working capital as one of the value drivers, from the current 
assets will be subtracted only the current liabilities on which is explicitly 
impossible to determine costs. According to Mařík (2011), this 
relationship can be expressed as follows: 
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WC = SFA+ I + R - NL + CA - OL 
Where: SFA short-term financial assets, 
 I inventory, 
 R receivables, 
 NL non-interest bearing liabilities, 
 CA current assets, 
 OL other liabilities. 
• Investment in long-term necessary assets: These investments may 
evolve over time in different ways, depending primarily on the subject of 
entrepreneurship. 
• Discount rate: The issue of this term will be discussed in more detail in 
section 2.3.1 Discounted cash flow method (DCF). 
• Method of financing: especially important is the ratio of equity and debt. 
• Period for which is assumed the generation of positive cash flow. 
Before the valuation as such it is possible based on individual value drivers and 
their future development conduct the preliminary valuation which should provide an 
overview of the interval in which may the final value of the company oscillate (“brutto 
value”). This preliminary valuation is based on the principle of cash flows. Based on 
analysis of development of value drivers in the past and strategic analysis it is possible 
to estimate the average value of the value drivers in the future, and then model the 
probable range of yield value of the company. According to Mařík (2011), this 
relationship can be expressed as follows: 
 =	. 1 + 	 . 	. 1 −  −		.				. "#$ + "%& $ − 	  
Where: X sales, 
  g sales growth rate, 
opm operating profit margin, 
t tax rate of corrected EBIT, 
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cwc demand coefficient of growth in sales to growth in working 
capital, 
cla demand coefficient of growth in sales to growth in long-term 
assets, 
ic calculated interest rate, 
y year. 
This is not simplifying the DCF method, the purpose is to focus on the key 
variables of valuation, i.e. value drivers. (Mařík, 2011) 
2.3 Valuation Methods 
The particular company in this work will be valued by two yield valuation 
methods that can provide information required by management. In this part of the thesis 
will be these methods analysed in detail. 
An important prerequisite for using income approach is the fact that the value of 
the selected property is determined by the expected utility for its owner. For the 
property, which is an enterprise is this utility the estimated revenue. According to Mařík 
(2011) there is an overview of income methods below:  
• Discounted Cash flow method (DCF), 
• Method based on profit capitalization, 
• Economic value added (EVA), 
• Combined income methods. 
Selected company will be valued on demand of its management by methods 
DCF and EVA. Therefore next chapters deal with detailed description of these methods. 
2.3.1 Discounted Cash Flow method 
This method is widely spread especially in Anglo-Saxon countries; however, its 
popularity is growing rapidly even in the Czech Republic. “In DCF valuation, the value 
of an asset is the present value of the expected cash flows on the asset, discounted back 
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at a rate that reflects the riskiness of these cash flows” (Damodoran, 2006, pp. 4) There 
are three different types of DCF models (Mařík, 2011):  
• Entity Valuation (entity is here company as a whole), 
• Equity Valuation (equity is here company´s own capital), 
• Adjusted Present Value (APV) 
Chosen method of valuation in this paper, DCF entity, proceeds in two steps. 
First, it takes into account the value of the cash flows that are available to both owners 
and creditors. Discounting this value would give a “brutto” (gross) value of the 
company. In the second step, this value is then subtracted from the value of debt 
(external capital) as of the valuation date, and the resulting value is the “netto” (net) 
value, i.e. the value of equity (own capital). (Mařík, 2011) 
Definition of Free Cash Flow 
If a company has the financial plan, as a part of this statement there are four levels 
of cash flow (CF). These are operating, investment, financial and total cash flow. 
However, for the purposes of calculating the DCF method is none of these applicable. It 
is necessary to determine how much money can be taken away from the company, 
without disrupting its anticipated development. The starting point for determination this 
value is operating cash flow. From operational CF are then subtracted investments 
which require a certain amount of cash flows in the future. The result is a so-called Free 
Cash Flow (FCF). Table 2 shows FCF calculation. (Mařík, 2011) 
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Table 2 : Free Cash Flow Calculation 
+ 
- 
NOPBT net operating profit before tax 
Tax adjusted 
= 
+  
+ 
NOPAT net operating profit after tax 
Depreciation 
Other operating expenses in EBIT, which are not expenses 
= 
- 
- 
Preliminary operating CF 
Investment in operationally necessary assets (capital) 
Investment in long-term operationally necessary assets (property) 
= Free Cash Flow (FCF) 
Source : Mařík, 2011 
DCF method is always based on free cash flow. In the case of method DCF 
entity is this cash flow the generated cash resources which are available to both owners 
and creditors. This cash flow is known as Free Cash Flow to Firm (FCFF), it is a 
specific variant of FCF. (Mařík, 2011) 
Choice of time period and subsequent calculation of the value of the company 
Determining the value of an entity according to DCF method consists of two 
steps (Mařík, 2011):  
• First, the total value of the company: This means the value of invested 
capital, which is obtained by discounting the cash flows from core 
business activities. 
• Second, yield value of own capital: Is the total value of the operations of 
the company reduced the amount of interest-bearing debt (external 
capital) as at the date of valuation. Thus the value for the owners is 
determined.  
According to Damodoran (2006) and Mařík (2011) is possible to determine the 
total value of the company as follows:  
'		 =( )*))+1 + $ +
,
+-
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Where: FCFFt  Free Cash Flow to firm in year t 
  ic  calculated interest rate (i.e. discounted rate) 
  n  expected number of years of company existence 
 
However, when assuming the existence of the company (entity) for infinitely 
long time, it is usually impossible for such a long term to plan cash flows for each year. 
This problem can be solved by using a two-stage method of valuation. According to this 
method it is possible the future existence of the company to divide into two phases (or 
stages). The initial phase is the period in which it is possible to determine a reliable 
forecast of cash flows for each year. The next stage is the period from the end of the 
initial phase to infinity. At this stage, the value of the company is therefore known as 
the continuing value. (Mařík, 2011) 
 
Picture 2: Two stage DCF method 
1.fáze 2.fáze
Prognóza
Pokračující
hodnota
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1.stage 2.stage
r osis
C ntin ing
value
 
Source : Mařík (2011) 
 
Previous formula for determining the total value of the company will be 
therefore modified for the existence of on-going value. According to Mařík (2011), this 
relationship can be expressed as follows: 
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'		 =( )*))+1 + $ +
,
+-
+ *1 + $ . 
 
Where: T  Length of first stage in years, 
CV Continuing value, 
ic  Calculated interest rate (the average cost of capital). 
 
An important precondition for the proper use of this formula, and thus the correct 
determination of the value of the company is that the valuator should determine phases 
in a right way. The first phase should not be too short, but not so long as this could lead 
to significantly decreased reliability. In Europe is the length of the first stage usually 
determined as 3-6 years, while in America, the period is set at 8 to 15 years. Ways how 
to estimate the value of continuing value are numerous. The most important thing is to 
choose the technique of calculating and parameters of continuing value. If the 
calculation takes into account the discount rate, the most appropriate is so called 
Gordon´s formula. However, this formula could be applied only if WACC (weighted 
average cost of capital) > g (growth rate of FCF during 2.stage until infinity).  
(Mařík, 2011) 
Discounted Rate 
The discount rate is an integral part of the valuation methods of the company 
based on the income approach. It reflects the time factor and risk. The discount rate can 
be calculated in several ways, in the case of valuation would the choice of methods for 
determining this rate depend on the category of value chosen by valuator. In the case of 
market valuation there are basically two approaches for determining the discount rate 
(Copeland, 2005): 
35 
 
• The discount rate can be derived from the yield of shares traded on the 
capital market. The basic method used is the CAPM1 model, thus model 
of valuation of capital assets. 
• In the market with companies is discount rate calculated according to the 
following formula: 
/0**2 = 2	. 1 −  . 3* +	4	. 5*	 
 
Where: rd cost of debts (external or borrowed capital), 
T tax rate, 
D debts, 
E equity, 
C capital, 
re cost of equity. 
 
Therefore, when calculating the total cost of capital it is first necessary to 
determine the weight of individual components of capital on total invested capital (debts 
divided by equity), costs of debts (interest costs divided by average of bank loans) and 
equity (build-up and INFA methods based on risk premiums), then it is possible to make 
the calculation of WACC. (Mařík, 2011) 
2.3.2 Economic Value Added method 
EVA can be seen as an indicator of business performance. In essence it is net 
income from core business activities, which is reduced by the cost of capital. According 
to Mařík, Maříková (2005) EVA indicator can be generally expressed as follows:  
50 = 0 −/0**	. * 
Where: NOPAT net operating profit after tax, 
                                                 
1
 Capital Asset Pricing Model 
2
 Weighted Average Costs of Capital 
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  WACC weighted average cost of capital, 
  C  capital. 
EVA can be used not only as business performance indicator but also as 
valuation method to assess its value. The procedure is similar to DCF entity method. 
When calculating EVA entity the two-stage method is used as well. The second phase in 
this case is calculated as the eternal rent of stable EVA. According to Maher et al (2007) 
and Mařík (2011), this relationship can be expressed as follows: 
, = 06 +	(7 50+1 +/0** +8
.
+-
+	 50.9/0**	. 1 +/0** . −	36 + 06 
Where: Vn   enterprise value of equity (net value) 
EVAt   EVA in a year t 
NOA0  net operating asset to the date of valuation 
T   number of years explicitly planned EVA 
WACC weighted average cost of capital 
D0  value of interest-bearing debts to the date of valuation 
A0   non-operating assets to the date of valuation 
DCF and EVA in variant entity give the same result only if (Mařík, Maříková, 
2005): 
• The both methods use the same weighted average cost of capital 
(WACC). 
• It uses the same profit. Thus, if the calculation of free cash flows in the 
DCF method is based on NOPAT. 
• Operationally necessary invested capital in DCF is the same as NOA for 
method EVA. 
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3 Problem analysis 
This chapter deals with the various procedures described in the previous section 
entitled as Theoretical base of thesis. It applies mentioned theory on the chosen business 
entity so that it is fulfilling the main goal of this thesis, which is to determine the value 
of chosen company. 
First, there is a description and characteristic of selected company, followed by 
strategic and financial analysis based on data available at the time of writing the thesis. 
The resulting value will be determined by two income approaches of valuation, thus 
DCF entity and EVA. The resulting value will be valid as at 31st December 2011. 
3.1 Description of the company 
Content suppressed on the basis of the concerned subject request. 
3.2 Strategic Analysis 
Strategic analysis is an integral part of the valuation of the company because it 
allows a better understanding in the context of many important factors. The main parts 
of strategic analysis are analysis of internal and external potential, determination of 
relevant market and its prognosis, and last but not least the determination of the valued 
company´s market share. 
3.2.1 External environment analysis 
External environment, i.e. business environment, can be divided into macro and 
micro environment. Analysis of the macro environment could be done through PEST 
analysis. Analysis of the micro environment involves determining the relevant market, 
its prognosis and analysis of the attractiveness of this market. Microenvironment will be 
further analysed using Porter's five forces followed by analysis of the competitive 
strength of the company. Based on previous analysis there will be determined threats 
and opportunities (external part of SWOT analysis). 
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PEST Analysis 
Political and legal factors 
Political environment in the Czech Republic (hereinafter only CR) could be stated 
as long- term stable. For entrepreneurs is in this area particularly important the 
development in tax rates. The main legislation which should all entrepreneurs in CR 
obey are Code of Business law (Act No. 513/1991 Coll.), Labour code (Act No. 
262/2006 Coll.), the Law on income tax (Act No. 586/1992 Coll.) and Accounting law 
(Act No. 563/1991 Coll.).  
The Czech Republic is a member of the European Union (EU) since 1 May 2004. 
Customs territory of the CR became part of the customs union. However, CR is still not 
a member of EMU3, i.e. CR does not use the common currency euro. By adoption and 
implementation of euro there will be significant decrease in exchange rate risks since 
the company purchases goods mainly from EU.  
On the other hand, nowadays the politic environment is quite unstable in CR, as 
there is a temporary white-collar government. Because of this fact it is really hard to 
estimate future development of e.g. income tax rates or changes in labour legislation 
which possibly could affect the company operations. But there is one certain thing. The 
company operates on the Czech market more than 20 years and was so far able to adapt 
to any political or legal changes. It could be stated that there is no factors in this area 
which could directly hamper the company´s activities even in “bad times”. This proves 
a common statement which says that crisis will survive only healthy business entities.   
Economic and environmental factors 
In business, as in other sectors of entrepreneurship, reflects the overall economic 
development of the particular state. This development is mainly measured by major 
                                                 
*Czech National Bank prognosis 
3
 European Monetary Union 
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national economic indicators such as GDP; inflation; exchange rates and unemployment 
etc. (see Table 3: Key Macroeconomic indicators in the Czech Republic). Of course, 
these and other relevant variables can be defined in relationship to each branch. In Table 
4 there is shown how the development of the Czech national economy reflected in the 
specific sector, where chosen business entity operates. 
Table 3: Key Macroeconomic indicators in the Czech Republic 
Indicator 2007 2008 2009 2010 2011 2012* 2013* 2014* 
GDP (%) 5,7 2,9 -4,5 2,6 1,7 -1 -0,3 2,1 
Inflation (%) 2,8 6,3 1 1,5 1,9 3,3 2,3 1,6 
CZK/EUR 27,8 25 26,5 25,3 24,6 25,1 25,3 25 
Unemployment rate (%) 5,4 4,4 6,7 7,4 6,8 6,9 7,5 7,9 
Source : CNBa4  
Table 4: Development of chosen indicators in particular branch (CZ-NACE 46) 
Indicator Unit 2005 2006 2007 2008 2009 2010 
Enterprises, total   51 285  51 124  52 367 54 566 58 822  70 194  
Average registered 
number of employees  persons 185 681  187 218  194 612 201 201 192 038  198 536  
Average monthly 
gross wage CZK/pers. 21 364  23 077  24 885 27 871 27 828  28 060  
Sales, total CZK mld. 1 733  1 867  2 033  2 097  1 855  2 025  
Outputs, incl. trade 
margin CZK mil. 322 091  342 263  376 282 384 449 350 680  405 419  
Trade margin in sales 
of goods for resale % 14,1 14,0 13,8 13,8 13,2  13,4  
Production 
consumption in 
outputs % 52,5 49,0 52,4 52,7 58,1  58,1  
Value added in 
outputs % 47,5  51,0  47,6 47,3 41,9  41,9  
Source: CSOa5 
From Table 4 it could be seen that in the wholesale sector, probably as in the 
national economy, was showed effects of the economic crisis in 2009. However, there is 
was a slight improvement of the monitored values during 2010. Again increase sales 
                                                 
4
 Czech National Bank 
5
 Czech Statistical Office 
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volume, and also the margin on these revenues. This fact could lead into possible sales 
growth of valued company in future. A positive factor is that even nearly 12% drop in 
sales between 2008 and 2009 did not strike the average growth rate of sales into loss. 
Among the economic factors affecting the potential development of the company 
belongs the possibility of funding from the structural funds of the European Union. 
Currently, there are programs that have been announced for 2007 - 2013 (Fiala and 
Pitrová, 2010). This could be good opportunity how to plan investments with additional 
capital. 
As with companies from other sectors, the ecology of operation is also an 
important part of a trade company. In this particular case, the most important activity 
with regard to the ecological operation is waste management. It is then necessary to 
mention the environmental impact of logging, which is subject of certain restrictions, 
and thus affects the price of traded material. Reduction of mining limits of wood may 
affect the price growth on market. 
Social factors 
Here an important role in plays factors such as lifestyle, living standards, values 
and attitudes of people. The expansion of the construction industry in 2008, on which 
the valued company is to some extent dependent, was caused due to desire of a better 
living. However, the growth of housing construction and reconstruction seems to be a in 
a long-term decline. 
Because the valued company has atypical employment structure within the 
industry in which it operates, the development of indicators of employment and 
employment structure not very relevant factor to follow. This fact underlines the fact 
that the primary requirement of the company is not specific education expertise, but 
especially personal quality and loyalty of employees. Employment in the valued 
company is also quite seasonally adjusted, this means that during the year the number of 
employees does not change. 
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Technological factors 
 Important changes in technology for the company are mainly in the field of 
logistics and IT. More specifically it is matter of the necessary transport technology, 
warehousing and related information technology. The company should also follow the 
development of technologies in the mining and processing of wood, since it may result 
in the price changes on the market. However, these changes haven´t changed much 
during the followed time period. 
The technology, which has been recently changing significantly and affect the 
operation of the valued enterprise, are substitutes in the production of goods the 
company does business with. A risk factor is in improving technology for the 
production of artificial imitations of natural wood. These imitations are cheaper than 
natural products, so they are more attractive to some customers. On the other hand, 
improved technology in imitation increases the downward pressure on prices of natural 
materials. 
Relevant market determination and its prognosis 
Market size is derived from consumption expenditures of households that include 
expenses of persons on relevant categories of goods and services, which are related 
according to author´s estimation to the valued company´s core business activities. In 
order to eliminate the effects of inflation, the expenditure per capita in each year was 
then converted by the consumer price index (CPI) of related products at constant prices 
in 2006. Gained values are then multiplied by the number of citizens of the Czech 
Republic. The estimated market size is compared with sales of valued company to 
determine its market share. Table 5 shows author´s calculation. 
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Table 5: Size of relevant market in years 2006 - 2011 
Indicator Unit 2006 2007 2008 2009 2010 2011 
Consumption expenditure of households 
CZK / 
pers. 97 342104017112256115309116244117882
Relevant expenditure of households 
CZK / 
pers. 848 1 171 944 1 018 1 012 1 089
Total relevant CPI according year 2006  × 0,999 1,003 0,997 0,992 0,988
Constant prices of expenditure in prices of 
year 2006 
CZK / 
pers. 849 1 170 948 1 016 1 005 1 077
Number of citizens in the Czech Republic mil. 10 287 10 381 10 476 10 506 10 532 10 506
Size of relevant market (in constant prices 
of year 2006) 
mil. 
CZK 8 733 12 145 9 931 10 674 10 585 11 315
Average growth rate % 6,88 
Valued company´s sales 
mil. 
CZK × × N/A N/A N/A N/A
Valued company´s market share % × × N/A N/A N/A N/A
Source: Calculation based on data from CSOb, CSOc, CSOd6,  and company´s balance sheets 
Because the chosen market is determined by household consumption expenditure 
the forecast is based on the prognosis of the Ministry of Finance of the Czech Republic 
available. It is the forecast of GDP, which includes the total household consumption 
expenditures as one of the components. Therefore, from the perspective of valuator it is 
not necessary to conduct multiple regression analysis to determine the different national 
economic indicators, on which would have been based the prediction of the 
development of the market. 
The future development of household consumption is adapted from the latest 
GDP forecasts of the Ministry of Finance of the Czech Republic from the 1st quarter of 
2013. Based on these values are then predicted the values of total household 
expenditure on consumption over the forecasted period. These total costs are then 
adjusted by the percentage (based on the average share of individual components of the 
relevant market in the years 2006 to 2010) to meet the relevant market. Predicted values 
of the size of the relevant market are shown in Table 6. 
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Table 6: Relevant market prognosis for years 2011 - 2015 
Indicator Unit 2011 2012 2013 2014 2015 
Consumption expenditure 
of households mld. CZK 117882 114346 113545 114567 116973 
Annual index of changes of 
household consumption   × 0,97 0,993 1,009 1,021 
Aggregated average shares 
of each of the relevant 
expenditure in the total 
consumption expenditure of 
households 
  
9,71% 
Relevant market size mil CZK 11448 11105 11027 11126 11360 
Source : Calculation based on the CSO and MFCZ7 
Market attractiveness 
Analysis of attractiveness is an important part of the valuation of the chosen 
business entity because it has an impact on the determination of its final value. Weights 
for the criteria were based on the method of paired comparisons. Scoring is a purely 
subjective manner based on the opinion of the valuator and management of the 
company. The results of analysis of the attractiveness of the market are shown in Table 
7. 
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Table 7: Analysis of market attractiveness 
Indicator weight 
Scoreboard weight 
x 
points 
negative average positive 
0 1 2 3 4 5 
Market growth 3       x     9 
Market size 2     x       4 
Competitors 
intensity 3     x       6 
Entry barriers 2       x     6 
Substitution 
possibility 1,5   x         1,5 
Business cycle 
sensitiveness 1       x     3 
Structure of 
customers 2         x   8 
Total 14,5 Market 
attractiveness 51,72% 37,5 Max. points 
achievable 72,5 
Source: Own processing based on Mařík (2011, pp. 63-67) 
Resulting market attractiveness is average, thus 51, 72 %. According to valuator 
the attractiveness of the market decrease factors such as the competitors intensity, 
market size and the possibility of substitution. Factor market size factor was considered 
as worse average because the market size is limited and it offers very specific 
assortment of goods. Moreover, the intensity of competition in this market is significant. 
Finally, the market could be threatened by the possibility of substitution by the imitation 
of natural material. These artificial materials could be cheaper in many cases and 
therefore lead to the preference changes of some customers. 
Porter´s five forces 
Content suppressed on the basis of the concerned subject request.  
Competitive position of the company 
For the implementation of company´s competitive strength analysis was necessary 
to select criteria likewise the analysis of the attractiveness of the market, which in this 
case are related to the position of the company within the group of its direct 
competitors. This analysis is again a relatively subjective manner based on knowledge 
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of the company´s management and valuator. The results of this analysis are shown in 
Chyba! Nenalezen zdroj odkazů.. 
Content suppressed on the basis of the concerned subject request. 
GE matrix  
For better illustration of the competitive position is the valued company put into 
GE matrix based on previous analysis of market attractiveness and company´s 
competitive strength.  
Content suppressed on the basis of the concerned subject request. 
Based on previous analysis it is now possible to determine opportunities and 
threats as an external part of SWOT analysis. 
Content suppressed on the basis of the concerned subject request. 
3.2.2 Internal environment analysis 
The internal environment of a company was examined by the method of analysis 
of the value chain with focus on the specific environment of the company. Internal 
business environment could be also characterized by a financial health, which describes 
financial analysis in next chapter. These two analyses form the basis for identifying 
strengths and weaknesses of the company. 
Value chain 
Content suppressed on the basis of the concerned subject request. 
Based on previous analysis it is now possible to determine strengths and 
weaknesses as internal part of SWOT analysis. 
Content suppressed on the basis of the concerned subject request. 
3.3 Financial Analysis 
Content suppressed on the basis of the concerned subject request. 
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3.3.1 Ratio Analysis 
Content suppressed on the basis of the concerned subject request. 
3.3.2 Financial Distress Prediction 
Content suppressed on the basis of the concerned subject request. 
3.4 Splitting of Assets 
Content suppressed on the basis of the concerned subject request. 
3.5 Value Drivers 
The essential value drivers are sales, working capital, operating profit margin and 
long term assets investments. Based on these value drivers and its forecasts it is possible 
to determine a preliminary value of the company. 
Content suppressed on the basis of the concerned subject request. 
Discounted rate 
Content suppressed on the basis of the concerned subject request. 
3.6 Preliminary valuation based on Value Drivers 
Content suppressed on the basis of the concerned subject request. 
3.7 Valuation based on DCF method 
Content suppressed on the basis of the concerned subject request. 
3.8 Valuation based on EVA method 
Content suppressed on the basis of the concerned subject request. 
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4 Proposals 
Partial objective of this work is to identify possible problematic areas and 
provide proposals and recommendations for future development. This section will 
therefore provide a brief summary of results and proposals for development in those 
areas that appeared to be problematic. 
The first problematic area seems to be fall in sales. In the reporting period, sales 
fell sharply, mostly between years 2009 and 2010. In these “crisis” times, the 
weaknesses of the company became fully apparent. Management neglected pro-active 
approach in acquisition of new customers, which might have slowed down the drop in 
sales, became more significant then expected. The economic crisis and constant or 
slightly sluggish portfolio of customers can be considered now as the main causes of 
drop in sales. Because of this, the company plans some changes that should help to 
attract new customers and thus to increase sales in future. 
As a first measure which should ensure the growth in sales is the company 
management decision to redesign and rework its websites. This measure will help 
customers to understand better the assortment of traded goods. The website will also 
include an online e-shop, which should simplify and speed up communication with the 
customers. Another area which the company wants to improve is the sales promotion. 
The management wants to prepare such materials that will present the quality of traded 
goods and highlight its bargain price in a certain period to customers. 
Among the measures which should boost growth in sales also belongs hiring a 
sales representative. He/she will actively seek and reach potential customers. The 
remuneration should be composed of both a fixed and a flexible part (commission for a 
negotiated contract). After consultation with company´s management the remuneration 
system for hired sales representative could be in proportion 75 % fix and 25% flexible 
part. The basic fix part is estimated in CZK gross a month. The flexible part could be 
then calculated as a percentage from the contracts or as a percentage from quarterly 
sales growth. In case that, the company would not hire a sales representative, it should 
at least implement this function into daily processes.  
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Opportunity which results from the analysis of the external environment is the 
falling cost of inputs. The decrease is a result of pressure from substitutes due to the 
improving technology for the production of imitation of natural veneers. Therefore, 
there is an opportunity to promote traded goods as luxurious with greater possibilities 
for pricing. Falling input costs along with the possibility of increasing the output price 
gives another chance to increase sales and also the profit margins. 
The company should also focus on strengthening its competitive position. Given 
the number and strength of competitors operating in the relevant market, the continuous 
improvement of services connected with the sale of goods is very important. Future 
plans of the company should therefore include the expansion of services for customers. 
These steps should bring the company even closer to the best competitors in the branch. 
It would, however, require a substantial investment (millions of Czech crowns). These 
should be done only after the stabilization of sales and its following growth. 
As the company already made few steps for mentioned sales growth some 
investments have occurred. This work of course takes it into account.  
Last but not the least proposal for the company´s development could be called as 
continuous management & control improvement. The owners of the company have now 
finished toolbox for efficient corporate management. The implemented valuation model 
is now ready for continuous updates.  This should help the owners to control the value 
of their enterprise. Usage of this model is therefore suggested.  
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5 Conclusion 
The objective of this diploma thesis was to value a particular company with 
expediently chosen yield methods. Enterprise value was set as at 31st December 2011 
through two yield methods with regard to its maximum objectivity. The valuation was 
performed using the discounted cash flow (DCF) method in the variant entity and the 
economic value added (EVA) method. These methods can be used in cases where the 
selected company meets the assumption of a "going concern" thus the continuation of 
the business activities. 
The first section of this thesis focuses on the theoretical approaches, which 
describes used methods of valuation. Then it was necessary to process the analytical 
part, which aims to provide information without which it is impossible to rightly value 
the business entity. 
The ground of the analytical part was a strategic analysis that enables the valuator 
to understand better the external and also the internal environment of the enterprise 
itself. The strategic analysis consists of PEST analysis, identification of the relevant 
market and its prognosis, evaluation of the attractiveness of this relevant market and 
five forces analysis. 
The relevant market for the company was determined on the basis of household´s 
consumption for products that contain traded goods by the company. Based on the size 
of the market was determined the market share. The forecast of the relevant market was 
based on macroeconomic forecasts of the Ministry of Finance of the Czech Republic, 
more specifically according to the development of household’s consumption. 
Competition analysis indicated that the company is operating on the market where 
competition is relatively strong.  
Internal environment analysis included analysis of the value chain, which then 
helps to identify strengths and weaknesses. The weakness of the company is mainly 
passive approach to acquiring new customers, along with the consequences of the 
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economic crisis have these factors caused a significant drop in sales. The company 
plans for the period 2012-2015 introduce measures to re-establish the regrowth of sales. 
These measures were mentioned more detailed in the previous chapter. These include 
hiring sales representative, new websites, e-shop and support services. 
Analysis of the financial health of the company did not show any serious 
shortcomings. Due to the fall in sales, the company faced the declining profitability. In 
combination with a growing share of equity in total liabilities of the company, this lead 
to decrease in the creation of economic value added for business owners. Other ratios 
such as debt/gearing and liquidity showed during the period 2008-2011 no critical 
results. The company gradually reduces the share of external capital in total liabilities, 
thus creating favourable conditions for gearing in the future. Financial analysis 
confirmed that the company is a stable business entity with potential to meet the 
conditions of a "going concern", which is necessary for the valuation based on 
discounted cash flow methods. 
All factors identified in previous analysis influence the prognosis of value drivers. 
The value drivers included sales, operating profit margin, working capital and long-term 
assets of the company. 
In the period 2012-2015 was estimated the increase in sales at a total value in %. 
According to the valuator and company´s management is this estimation realistic. With 
regard to the development of sales the operating profit margin development is also 
planned with a certain growth. The enterprise has in its structure, by the nature of its 
business activities, greater proportion of fixed costs. Therefore, sales growth should 
support the growth of profit margin. The prognosis of fixed assets of the company was 
conducted with respect of the planned company´s investments. 
For the correctness of the valuation process, it was important to determine the 
discount rate as accurately as possible, which in this case corresponds to the weighted 
average cost of capital. It was especially difficult to determine the relevant cost of the 
equity. In this work, the cost of equity was determined by two methods (build-up and 
INFA method). The cost of equity is thus determined with respect to its maximum 
objectivity. 
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Based on value drivers, which take into account the information that emerged 
from the previous analysis, the experience of the company´s management, and their 
prognosis, the preliminary valuation of the company in pessimistic, realistic and 
optimistic scenario were carried out. The main factors affecting the pre-set values were 
primarily sales and their prognosis. 
The value determined using the DCF method is roughly CZK 1.1 million higher 
than the value obtained by a preliminary valuation. This value decreased mainly 
positive net long-term assets investments. These investments were planned at the 
minimum level required for operation and financing the growth measures. This means 
that increase the value of the first phase by further reduction of net investments is not an 
option anymore. On the other hand, the negative investments in a working capital the 
value of the first phase increases. This method takes into account cash flows for both, 
the owner and the creditor. Therefore, is this amount slightly higher than the value using 
the EVA method that takes into account primarily the owners point of view. The value 
using EVA method corresponds to the planned sales growth and an increase in net 
operating profit after tax in the first stage which ensuing from it. Due to the book value 
of assets at the date of valuation the determined value of the company appears as quite 
realistic. 
This thesis was realized for internal use of company´s management and will serve 
as a basis for future decision-making processes. Not only that the company´s 
management now knows the realistic value of their business, they also know where the 
shortcomings of their activities and possible solutions are. This work also brings into 
the business finished tool for efficient company´s value management on yearly basis.  
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